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A IC PA American Institute of Certified Public Accountants
Analytical Procedures(Supersedes Statement on Auditing Standards No. 23, AICPA, Profesional
Standards, vol. 1, AU sec. 318.)
1. This Statement provides guidance on the use of analytical proce­
dures and requires the use of analytical procedures in the planning and 
overall review stages of all audits.
2. Analytical procedures are an important part of the audit process 
and consist of evaluations of financial information made by a study of 
plausible relationships among both financial and nonfinancial data. 
Analytical procedures range from simple comparisons to the use of 
complex models involving many relationships and elements of data. 
A basic premise underlying the application of analytical procedures is 
that plausible relationships among data may reasonably be expected to 
exist and continue in the absence of known conditions to the contrary. 
Particular conditions that can cause variations in these relation­
ships include, for example, specific unusual transactions or events, 
accounting changes, business changes, random fluctuations, or 
misstatements.
3. Understanding financial relationships is essential in planning and 
evaluating the results of analytical procedures, and generally requires 
knowledge of the client and the industry or industries in which the 
client operates. An understanding of the purposes of analytical proce­
dures and the limitations of those procedures is also important. 
Accordingly, the identification of the relationships and types of data
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Analytical Procedures in Planning the Audit 
6. T h e p u r p o s e of app ly ing analytical p r o c e d u r e s in p l ann ing t h e 
aud i t is to assist in p l a n n i n g t h e n a t u r e , t iming , and ex ten t of aud i t ing 
u s e d , as wel l as conclus ions r e a c h e d w h e n r e c o r d e d a m o u n t s a re com-
p a r e d to expec ta t ions , r e q u i r e s j u d g m e n t by t h e audi tor . 
4. Analyt ical p r o c e d u r e s a re u sed for t h e following p u r p o s e s : 
a. To assist t h e aud i t o r in p l ann ing t h e n a t u r e , t iming , a n d ex ten t of 
o t h e r aud i t i ng p r o c e d u r e s 
b. As a subs t an t ive tes t to obta in ev iden t ia l m a t t e r abou t par t icu lar 
asser t ions r e l a t ed to accoun t ba lances or classes of t ransact ions 
c. As an overa l l r e v i e w of t h e financial informat ion in t h e final r e v i e w 
s tage of t h e aud i t 
Analyt ical p r o c e d u r e s shou ld b e app l i ed to s o m e ex ten t for t h e pur -
poses r e f e r r ed to in (a) and (c) above for all audi t s of financial s ta te -
m e n t s m a d e in acco rdance wi th genera l ly a c c e p t e d aud i t ing s t andards . 
I n add i t ion , in s o m e cases , analytical p r o c e d u r e s can b e m o r e effective 
or efficient t han tes t s of deta i ls for ach iev ing par t icu la r subs t an t ive 
t e s t i ng objec t ives . 
5. Analyt ical p r o c e d u r e s involve compar i sons of r e c o r d e d a m o u n t s , 
or rat ios d e v e l o p e d from r e c o r d e d a m o u n t s , to expec ta t ions d e v e l o p e d 
b y t h e audi tor . T h e aud i to r deve lops such expec ta t ions by ident ifying 
a n d us ing p laus ib le re la t ionsh ips that a re r easonab ly e x p e c t e d to exist 
b a s e d on t h e audi tor ' s u n d e r s t a n d i n g of t h e c l ient and of t h e indus t ry in 
w h i c h t h e c l ient ope ra t e s . Fo l lowing a re examples of sources of infor-
ma t ion for d e v e l o p i n g expec ta t ions : 
a. F inanc ia l informat ion for c o m p a r a b l e p r io r period(s) giving con-
s idera t ion to k n o w n changes 
b. An t i c ipa t ed resu l t s—for example , b u d g e t s , or forecasts inc lud ing 
ex t rapola t ions from in t e r im or annua l da ta 
c. Re la t ionsh ips a m o n g e l e m e n t s of financial informat ion wi th in t h e 
p e r i o d 
d. In format ion r e g a r d i n g t h e indus t ry in wh ich t h e c l ient o p e r a t e s — 
for e x a m p l e , gross marg in information 
e. Re la t ionsh ips of financial information wi th r e l evan t nonfinancial 
in format ion 
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p r o c e d u r e s tha t will b e u s e d to obta in ev iden t ia l m a t t e r for specific 
accoun t ba lances or classes of t ransac t ions . To accompl ish th is , t h e ana-
lytical p r o c e d u r e s u s e d in p l a n n i n g t h e audi t should focus on (a) 
e n h a n c i n g t h e audi tor ' s u n d e r s t a n d i n g of t h e cl ient 's bus iness and t h e 
t r ansac t ions and e v e n t s tha t h a v e occu r r ed s ince t h e last audi t da t e , 
a n d (b) ident i fying areas tha t may r e p r e s e n t specific risks r e l evan t to 
t h e audi t . T h u s , t h e objec t ive of t h e p r o c e d u r e s is to identify such 
t h i n g s as t h e e x i s t e n c e of u n u s u a l t r ansac t i ons a n d e v e n t s , a n d 
a m o u n t s , rat ios a n d t r e n d s tha t migh t ind ica te m a t t e r s that have finan-
cial s t a t e m e n t a n d aud i t p l ann ing ramifications. 
7. Analytical p r o c e d u r e s u s e d in p l ann ing t h e aud i t genera l ly u s e 
da ta agg rega ted at a h igh level . F u r t h e r m o r e , t h e sophis t icat ion, 
ex ten t and t iming of t h e p r o c e d u r e s , which a re b a s e d on t h e audi tor ' s 
j u d g m e n t , may vary wide ly d e p e n d i n g on t h e size a n d complexi ty of 
t h e cl ient . F o r s o m e ent i t ies , t h e p r o c e d u r e s may consist of r ev iewing 
changes in account ba lances from t h e p r io r to t h e c u r r e n t year us ing 
t h e gene ra l l edge r or t h e audi tor ' s p re l imina ry or unad jus ted work ing 
trial ba lance . In contras t , for o t h e r en t i t ies , t h e p r o c e d u r e s m i g h t 
involve an ex tens ive analysis of qua r t e r ly financial s t a t e m e n t s . In b o t h 
cases , t h e analytical p r o c e d u r e s , c o m b i n e d wi th t h e audi tor ' s knowl-
e d g e of t h e bus iness , se rve as a basis for addi t ional inqui r ies and effec-
t ive p l ann ing . 
8. A l though analytical p r o c e d u r e s u sed in p l ann ing t h e audi t often 
use only financial data , s o m e t i m e s re levan t nonfinancial information is 
c o n s i d e r e d as well . F o r example , n u m b e r of e m p l o y e e s , squa re foot-
age of sel l ing space , v o l u m e of goods p r o d u c e d , and similar informa-
t ion may c o n t r i b u t e to accompl i sh ing t h e p u r p o s e of t h e p r o c e d u r e s . 
Analytical Procedures Used as Substantive Tests 
9. T h e audi tor ' s re l iance on subs tan t ive tes ts to ach ieve an audi t 
object ive r e l a t ed to a par t icu lar asser t ion 1 may b e d e r i v e d from tests of 
detai ls , from analytical p r o c e d u r e s , or from a combina t ion of bo th . T h e 
decis ion a b o u t wh ich p r o c e d u r e or p r o c e d u r e s to use to ach ieve a par-
1 Assertions are representations by management that are embodied in financial state-
ment components. See SAS No. 31, Evidential Matter (AICPA, Professional 
Standards, vol. 1, AU sec. 326). 
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t icular audi t object ive is b a s e d on t h e audi tor ' s j u d g m e n t on t h e 
e x p e c t e d effectiveness and efficiency of t h e available p r o c e d u r e s . 
10. T h e aud i to r cons iders t h e level of assurance , if any, h e wan t s 
from subs tan t ive t es t ing for a par t icu lar audi t objec t ive and dec ides , 
a m o n g o t h e r th ings , wh ich p r o c e d u r e , or combina t ion of p r o c e d u r e s , 
can p r o v i d e tha t level of assurance . F o r s o m e asser t ions , analytical 
p r o c e d u r e s a re effective in p rov id ing t h e app rop r i a t e level of assur-
ance . F o r o t h e r asser t ions , however , analytical p r o c e d u r e s may no t b e 
as effective or efficient as tes ts of detai ls in p rov id ing t h e des i r ed level 
of assurance . 
11 . T h e e x p e c t e d effectiveness and efficiency of an analytical p r o c e -
d u r e in identifying po ten t i a l m i s s t a t e m e n t s d e p e n d s on, a m o n g o t h e r 
th ings , (a) t h e n a t u r e of t h e asser t ion, (b) t h e plausibi l i ty and p red ic t -
abili ty of t h e re la t ionsh ip , (c) t h e availability and rel iabil i ty of t h e da ta 
u s e d to d e v e l o p t h e expecta t ion , and (d) t h e prec i s ion of t h e expecta-
t ion. 
Nature of Assertion 
12. Analytical p r o c e d u r e s m a y b e effective and efficient tes ts for 
asser t ions in w h i c h po ten t i a l m i s s t a t e m e n t s wou ld no t b e a p p a r e n t 
from an examina t ion of t h e de ta i l ed e v i d e n c e or in which de ta i l ed evi-
d e n c e is no t readi ly avai lable. F o r example , compar i sons of aggrega te 
salaries pa id wi th t h e n u m b e r of p e r s o n n e l may ind ica te u n a u t h o r i z e d 
p a y m e n t s tha t may no t b e a p p a r e n t from tes t ing indiv idual t ransac-
t ions . Di f fe rences from e x p e c t e d r e l a t ionsh ips may also ind ica t e 
po t en t i a l omiss ions w h e n i n d e p e n d e n t e v i d e n c e tha t an ind iv idua l 
t ransac t ion shou ld h a v e b e e n r e c o r d e d may no t b e readi ly available. 
Plausibility and Predictability of the Relationship 
13. I t is i m p o r t a n t for t h e aud i to r to u n d e r s t a n d t h e reasons tha t 
m a k e re la t ionsh ips p laus ib le b e c a u s e da ta s o m e t i m e s a p p e a r to b e 
r e l a t e d w h e n t hey are not , wh ich could lead t h e aud i to r to e r r o n e o u s 
conc lus ions . In addi t ion , t h e p r e s e n c e of an u n e x p e c t e d re la t ionsh ip 
can p r o v i d e i m p o r t a n t e v i d e n c e w h e n approp r i a t e ly scru t in ized . 
14. As h i g h e r levels of a s su rance are de s i r ed from analytical p r o c e -
d u r e s , m o r e p r e d i c t a b l e re la t ionships a re r e q u i r e d to deve lop t h e 
expec ta t ion . Re la t ionsh ips in a s table e n v i r o n m e n t a re usual ly m o r e 
Analytical Procedures 5 
p r e d i c t a b l e t h a n re la t ionsh ips in a d y n a m i c or uns t ab l e e n v i r o n m e n t . 
Re la t ionsh ips involving i n c o m e s t a t e m e n t accounts t e n d to b e m o r e 
p r e d i c t a b l e t han re la t ionsh ips involving only ba lance shee t accounts 
s ince i n c o m e s t a t e m e n t accounts r e p r e s e n t t ransact ions over a pe r i od 
of t i m e , w h e r e a s ba lance s h e e t accounts r e p r e s e n t a m o u n t s as of a 
p o i n t in t i m e . Rela t ionsh ips involving t ransact ions subject to m a n a g e -
m e n t d i sc re t ion are s o m e t i m e s less p red ic t ab le . F o r example , m a n -
a g e m e n t m a y e lec t to i ncu r m a i n t e n a n c e e x p e n s e r a t h e r t h a n rep lace 
p lan t and e q u i p m e n t , or t hey may delay adver t i s ing e x p e n d i t u r e s . 
Availability and Reliability of Data 
15. D a t a may or may no t b e readi ly available to deve lop expecta-
t ions for s o m e asser t ions . F o r example , to tes t t h e c o m p l e t e n e s s asser-
t ion, e x p e c t e d sales for s o m e en t i t i es m i g h t b e d e v e l o p e d from 
p r o d u c t i o n statistics or s q u a r e feet of sell ing space . F o r o t h e r en t i t ies , 
da t a r e l evan t to t h e asser t ion of c o m p l e t e n e s s of sales may not b e read-
ily avai lable , and it may b e m o r e effective or efficient to use t h e detai ls 
of s h i p p i n g r eco rds to tes t t ha t asser t ion. 
16. T h e aud i to r ob ta ins a s surance from analytical p r o c e d u r e s based 
u p o n t h e cons i s tency of t h e r e c o r d e d a m o u n t s w i th expecta t ions deve l -
o p e d from da ta d e r i v e d from o t h e r sources . T h e rel iabil i ty of t h e da ta 
u s e d to d e v e l o p t h e expec ta t ions should b e a p p r o p r i a t e for t h e de s i r ed 
level of a s su rance from t h e analytical p r o c e d u r e . T h e aud i to r should 
assess t h e rel iabi l i ty of t h e da ta by cons ide r ing t h e source of t h e da ta 
a n d t h e cond i t ions u n d e r which it was g a t h e r e d , as wel l as o t h e r knowl-
e d g e t h e aud i to r may h a v e abou t t h e data. T h e following factors influ-
e n c e t h e audi tor ' s cons ide ra t ion of t h e rel iabil i ty of da ta for p u r p o s e s of 
ach iev ing audi t objec t ives : 
• W h e t h e r t h e da ta was o b t a i n e d from i n d e p e n d e n t sources ou ts ide 
t h e en t i ty or from sources wi th in t h e en t i ty 
• W h e t h e r sources w i th in t h e en t i ty w e r e i n d e p e n d e n t of those w h o 
are r e spons ib l e for t h e a m o u n t be ing a u d i t e d 
• W h e t h e r t h e da ta was d e v e l o p e d u n d e r a re l iable sys tem wi th ade -
q u a t e cont ro l s 
• W h e t h e r t h e da ta was sub jec t ed to audi t t e s t ing in t h e c u r r e n t or 
p r io r yea r 
• W h e t h e r t h e expec ta t ions w e r e d e v e l o p e d us ing da ta from a vari-
e ty of sources 
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Precision of the Expectation 
17. T h e expec ta t ion shou ld b e p rec i se e n o u g h to p r o v i d e t h e 
de s i r ed level of a s su rance that differences tha t may b e po ten t ia l m a t e -
rial m i s s t a t e m e n t s , individual ly or w h e n aggrega ted wi th o t h e r mis-
s t a t e m e n t s , wou ld b e ident if ied for t h e aud i to r to inves t iga te (see 
pa rag raph 20). As expecta t ions b e c o m e m o r e prec i se , t h e r ange of 
e x p e c t e d differences b e c o m e s n a r r o w e r and , accordingly, t h e likeli-
hood increases tha t significant differences from t h e expecta t ions a re 
d u e to m i s s t a t emen t s . T h e precis ion of t h e expec ta t ion d e p e n d s on, 
a m o n g o t h e r th ings , t h e a u d i t o r s identification and cons idera t ion of 
factors tha t significantly affect t h e a m o u n t be ing aud i t ed and t h e level 
of deta i l of da ta u s e d to deve lop t h e expecta t ion . 
18. Many factors can inf luence financial re la t ionships . F o r example , 
sales a re affected by pr ices , v o l u m e and p r o d u c t mix. E a c h of t he se , in 
tu rn , may b e affected b y a n u m b e r of factors, and offsetting factors can 
obscu re m i s s t a t e m e n t s . M o r e effective identif ication of factors tha t 
significantly affect t h e re la t ionsh ip is genera l ly n e e d e d as t h e de s i r ed 
level of assurance from analytical p r o c e d u r e s increases . 
19. Expec ta t ions d e v e l o p e d at a de ta i l ed level genera l ly have a 
g r ea t e r chance of d e t e c t i n g m i s s t a t e m e n t of a g iven a m o u n t than do 
b r o a d compar i sons . M o n t h l y a m o u n t s will genera l ly b e m o r e effective 
than annua l a m o u n t s and compar i sons by location or l ine of bus iness 
usually will b e m o r e effective than c o m p a n y - w i d e compar i sons . T h e 
level of deta i l tha t is a p p r o p r i a t e will b e inf luenced by t h e n a t u r e of t h e 
cl ient , its size and its complexi ty. General ly , t h e risk tha t mater ia l mis-
s t a t e m e n t could b e o b s c u r e d by offsetting factors increases as a client 's 
opera t ions b e c o m e m o r e complex and m o r e diversified. Disaggrega-
t ion he lps r e d u c e this risk. 
Investigation and Evaluation of Significant Differences 
20. In p l ann ing t h e analytical p r o c e d u r e s as a subs tan t ive tes t , t h e 
aud i to r should cons ide r t h e a m o u n t of difference from t h e expec ta t ion 
tha t can b e a c c e p t e d w i t h o u t fur ther invest igat ion. This cons idera t ion 
is inf luenced pr imar i ly by mater ia l i ty and should b e cons is ten t wi th 
t h e level of assurance de s i r ed from t h e p r o c e d u r e s . D e t e r m i n a t i o n of 
this a m o u n t involves cons ide r ing t h e possibi l i ty tha t a combina t ion of 
Analytical Procedures 7 
m i s s t a t e m e n t s in t h e specific accoun t ba lances , or class of t ransact ions , 
or o t h e r ba lances or classes could aggrega te to an u n a c c e p t a b l e 
a m o u n t . 2 
2 1 . T h e audi to r shou ld eva lua te significant u n e x p e c t e d differences, 
Recons ide r ing t h e m e t h o d s and factors u sed in d e v e l o p i n g t h e expec-
tat ion and inqui ry of m a n a g e m e n t may assist t h e aud i to r in this regard . 
M a n a g e m e n t r e sponses , however , should ordinar i ly b e co r robo ra t ed 
wi th o t h e r ev ident ia l mat te r . In those cases w h e n an explanat ion for 
t h e difference canno t b e ob ta ined , the aud i to r should obta in sufficient 
e v i d e n c e a b o u t t h e asser t ion by pe r fo rming o t h e r audi t p r o c e d u r e s to 
satisfy h imsel f as to w h e t h e r t h e difference is a likely mis s t a t emen t . 3 In 
des ign ing such o t h e r p r o c e d u r e s , t h e aud i to r shou ld cons ider tha t 
unexp la ined differences may indica te an inc reased risk of mater ia l mis -
s t a t e m e n t . (See SAS No . 53 , The Auditors Responsibility to Detect 
and Report Errors and Irregularities.) 
Analytical Procedures Used in the Overall Review 
22. T h e ob jec t ive of analyt ical p r o c e d u r e s u s e d in t h e overal l 
r e v i e w s tage of t h e audi t is to assist t h e aud i to r in assessing the conclu-
sions r e a c h e d a n d in t h e evaluat ion of t h e overall financial s t a t e m e n t 
p r e s e n t a t i o n . A w i d e var ie ty of analytical p r o c e d u r e s may b e useful for 
this p u r p o s e . T h e overal l r ev i ew would genera l ly inc lude r ead ing t h e 
financial s t a t e m e n t s a n d no tes and cons ide r ing (a) t h e adequacy of 
e v i d e n c e g a t h e r e d in r e s p o n s e to unusua l or u n e x p e c t e d ba lances 
ident i f ied in p l a n n i n g t h e aud i t or in t h e course of t h e audi t and (b) 
u n u s u a l or u n e x p e c t e d ba lances or re la t ionships that w e r e not p rev i -
ously ident i f ied . Resul t s of an overall r ev iew may indica te tha t add i -
t ional e v i d e n c e may b e n e e d e d . 
2 See SAS No. 47, Audit Risk and Materiality in Conducting an Audit, paragraphs 17 
through 19 (AICPA, Professional Standards, vol. 1, AU sec. 312). 
3 See SAS No. 47, paragraph 28. 
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Effective Date 
23 . This S t a t e m e n t is effective for audi ts of financial s t a t e m e n t s for 
p e r i o d s b e g i n n i n g on or after January 1, 1989. Ear ly appl icat ion of t h e 
provis ions of this S t a t e m e n t is pe rmis s ib l e . 
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The Statement entitled Analytical Procedures was adopted by the assenting 
votes of twenty-one members of the board, of whom two, Messrs. Barna and 
Kappel, assented with qualification. 
Messrs. Barna and Kappel assent with qualification because they do not 
believe it is appropriate to mandate the application of analytical procedures at 
specific points in the audit process. They consider this requirement inconsis-
tent with the concept of the auditor's obligation to assess the risk of material 
misstatement and to design appropriate procedures to gather evidence to 
obtain reasonable assurance about the assertions contained in the financial 
statements. Although they believe that analytical procedures are appropriate 
for most audits and should be used in the process of obtaining reasonable 
assurance, they do not believe it is appropriate to mandate their use on all 
audits, irrespective of circumstances. Furthermore, Mr. Kappel believes this 
is particularly true in many smaller audit engagements where the identifica-
tion of specific risks for planning purposes, as well as the evaluation of financial 
information in the overall review stage, can often be accomplished without the 
need to apply analytical procedures. Accordingly, he believes that the 
required use of analytical procedures, in these instances, will likely result in 
unnecessary and unjustified costly performance and documentation require-
ments in some smaller engagements. 
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